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CHANGE REQUEST 1280

SUBJECT: Medicare Secondary Payer (M SP?: (1) Proceduresfor “Write-Off — Closed” of

M SP Accounts Receivable (AR); (2) Elimination of Automated/Systems*“Write-
Off — Closed” Actions for MSP AR; Zero Backend Tolerance for MSP AR
(Reminder); and (3) Date for Establishment of MSP AR (Reminder)

General

Contractors have primary responsibility for collecting all MSP debts and are expected to
pursue recovery of all AR to the fullest extent possible, regardiess of the identity of the debtor.
However, when AR cannot be collected, an appropriate write-off must be utilized.

Contractors ,oreviously received instructions stating non-MSP AR more than 2 years old
would, with limited exceptions, be written off as “write-off - currently not collectible” (CNC)
or “write-off - closed.” HCFA isimplementing these same categorieS for MSP AR; however,
the criteria for selection for these categories and the specific instructions for implementation
are/will be different due to the differing natures of MSP and non-M SP debt. As with non-MSP
AR, MSP AR that fall within either categor?; of write-off will no longer be considered an AR
for financial statement reporting purposes; however, subsequent contractor action will differ
depending on the write-off classitication.

The AR addressed in this Program Memorandum (PM) do not require recording on the
Provider Overpayment Report (POR) or Physician/Supplier Overpayment Report (PSOR)
systems. However, if an%/ of the AR were previously recorded on the POR/PSOR systems,
contractors must ensure the AR are removed simultaneously from the POR/PSOR systems as
they write off AR per the instructions in this PM.

“Write-Off — CNC for MSP AR

This cate%ory has been implemented by central office (CO) (vs. at the contractor level) for MSP
AR which are more than 180 days delinquent. CO makes the appropriate adjustment on
HCFA's financia statements for this categi%y._ All such debts are currently on contractors
Form HCFA-750 “ Statement of Financial Position” and Form HCFA-M751 “ Status of MSP
Accounts Receivable’” (HCFA750/751 reports) and must remain on these reports until further
notice. HCFA is in the process of developing instructions for contractor implementation of
MSP CNC and will issue these instructions, including MSP CNC reporting instructions, in a
Separate PM.

HCFA-Pub. 60A/B



1. “Write-Off - Closed” for MSP AR

A.

NOTE:

The following instructions are to be used by contractors to identify those AR subject to
this PM. Generally, Medicare contractors may only recommend the “write-off — closed”
of adebt which is being reported as of their ending AR balance. (See section I11.J. for
the exception to thisrule.) AR which have been transterredto regiona offices (ROs) for
referral to other agencies or entities such as the Department of Justice or Office of General
Counsdl will be addressed by the ROs. MSP AR with CO locations will be addressed by
CO. AR which have been referred to another location, without transfer, remain the
responsibility of the contractor.

These instructions only apply to established AR. They may not be used to close MSP
liability/no-fault/workers' compensation leads where no settlement, judgment or award
exists and no recovery demand has been issued.

This “write-off — closed” policy isto be implemented on an ongoing basis.

“Write-off — closed” means the same thing for MSP AR as it does for non-MSP AR, but
the criteriafor saelection for “write-off — closed” differ. The definition is as follows:

“Write-Off — Closed” -- AR that fall within this write-off classification will no longer be
reported on the financial statements/Form HCFA 750/751 reports, and all collection
activity and servicing of the debt will be terminated. The contractor will maintain records
of the debts written off as “closed.” However, the debts will not be used for future offset
or interest accruals. AR approved for “write-off — closed” classification will be closed
on contracto)r records and reported on line 6a, bad debt, of Form HCFA M751. (See
section 111.J.

Criteriafor MSP based debts to qualify for “write-off — closed” under this PM are:

1. MSPAR, subject to the additional considerations listed in section 111.D.2., will be
affected as follows:

a.  All MSP AR more than 6 years 3 months old:

1) From the date of the initial demand to the current debtor with no payment
or acknowledgement of the debt (Reason 1/R1);

2) From the date of the last payment or acknowledgment of the debt by or on
behalf of the current debtor (R2), or

3) From the date of the initial demand to the current debtor with less than
$600 in outstanding principal and no payment, collection, recoupment,
offset, or adjustment activity, for 12 months (R3).

AR meeting the above criteria (see section [11.D.2. for information on how to
mesasure the time period) are to be recommended for “write-off - closed” unless
an exception exists or other justification is provided as to why the debt should
not be written off and closed. The exceptions are AR in bankruptcy, under
fraud and abuse investigation, with an appeal pending at any level, or included
on CO'slist of debtors excluded due to ongoing negotiations and/or litigation
(see section 111.D.2.d.). (*All MSP AR” means all, without regard to whether
the debt is group health plan (GHP) based or liability/no-fault/workers
compensation based and without regard to the type of debtor (employer,
insurer, beneficiary, provider/supplier etc.).)



3

b. Individual MSP based provider/supplier ?i ncludi n? physician) debt and MSP
based beneficiary debt that meet al or the following criteria should be
recommended for “write-off - closed” unless an exception exists or other
justification is provided: () more than 2 years old from the date of the initial
demand to the current debtor; (2) less than $600 outstanding principal per debt;
and (3) no collection, payment, recoupment, offset, or adjustment activity for
12 months (R4). The exceptions are AR in bankruptcy, under fraud and abuse
investigation, with an appeal pending at any level, or included on CO’slist of
debtors excluded due to ongoing negotiations and/or litigation (see section
111.D.2.d.). Some contractors currently establish MSP AR at the Medicare paid
clam level rather than at the recovery demand level (that is, if there are three
Medicare paid clamsinvolved in arecovery demand, they establish three AR).
The $600 figure is based upon the entire debt (the outstandi n&eprincipal
amount), not an individual underlying Medicare paid claim. section
[11.D.2.h. defining “debt” for purposes of this PM.

2. Additiona considerations:
a PM AB-00-11 (Change Request 899, dated March 2000) related issues.

1) Contractors may not implement this policy for insurers addressed in PM
AB-00-11 until they have completed the required review and appropriate
transfers of GHP settlement related AR associated with the MPaRTS
Report IDs furnished to all contractorsin connection with PM AB-00-11.
All mandatory work from PM AB-00-11 on settlement related AR should
have been completed prior to the issuance of this PM. If there is a
Erobl_em, contact your RO MSP coordinator immediately with a cc to

Wright@hcfa.govand TLawrenced@hcfa.gov.

2) Contractors who have completed the mandatory work from PM AB-00-11
may continue to identify some AR related to GHP settlements. If such AR
meet the criteria for “write-off — closed” set forth in this PM, contractors
should include them in their “write-off — closed” recommendations to the
RO (under R1, R2, R3, or R4, as aogropri atg?. However, if such AR do
not meet these criteria, they should be transferred (not referred) to the
RO, after receiving formal acceptance of the transfer from the RO, using
the reporting format set forth in PM AB-00-11.

b. AR must meet the applicable age of debt criteria (see section III.D.1.2 as of the
last day of the quarter prior to the quarter in which the “write-oft —closed”
recommendation is submitted for RO approval. For example, for
recommendations submitted in the quarter ending June 30, 2001, the AR must
have met the applicable age of debt criteria as of March 31, 2001.

c. Inaccordance with the Debt Collection Improvement Act of 1996 (DCIA), MSP
AR which are 180 days delinquent must be referred to the Department’s
Program Support Center (PSC) for cross-servicing, which includes referral to
the Treasury Offset Program. Where a contractor has issued a 60 day notice of
HCFA's intent to refer the AR to the PSC, the AR may not be recommended for
“write-off — closed” until the AR has been referred to the PSC and there has
been no collection, payment, recoupment, offset, or adjustment activity for 12
months from the date of the referral to the PSC. This means that for AR for
which contractors have issued a notice of HCFA's intent to refer the debt to the
PSC and which would otherwise meet the criteria for “write-off — closed” set
forth in section I11.D.1.a or section I11.D.1.b, no recommendation for “write-off
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— closed” should be made until the referral to the PSC has taken place and
there has been no collection, payment, recoupment, offset, or adjustment
activity for 12 months from the date of the referral to the PSC. (NOTE: As of
October 1, 2000, a limited number of contractors were already referring MSP
AR to the PSC on apilot basis. The provisions of this paragraph apply only to
contractors which have received MSP DCIA instructions. MSP DCIA
instructions for all contractors are in process.)

Debtors currently excluded from consideration for “write-off — closed” due to
litigation/negotiations include New York Life, Aetna, and Cigna. This
exclusion includes any known affiliates/subsidiaries (no specific list is
available). Contractors should be careful to exclude obvious
variations/abbreviations of these entities names. If there are changes to this
list, RO MSP coordinators will notify contractors of the applicable changes,
including the removal of a particular debtor from the list or the addition of a
particular debtor to the list.

The phrase “no activity in the past 12 months’ requires careful application as
it pertains to “write-off - closed.” There may be AR in which the oldest of
several debts is being collected first and, therefore, no collection activity may

pear for the latter years. For provider/supplier (including physician) or
beneficiary AR wherethere has been no activity for 12 months, verify that no
collections are being made on other older debts for the same debtor before
“write-off — closed” Is recommended.

For MSP beneficiary debt, Medicare m?/ recoup from (1) future Medicare paid
claims where the payment is issued directly to the beneficiary, or (2) the
beneficiary’s Social Security (SS) benefit payments. However, as a practical
matter, thisis generally an insufficient manner of recovery, particularly as the
Socia Security Administration (SSA) does not generally accept the referral of
debts less than $1,000. Additionally, beneficiaries often delay consideration of
repayment until all appeals have been exhausted. Therefore, before
recommending a beneficiary debt for “write-off — closed,” ascertain that at |east
12 months have passed since the date the beneficiary exhausted al appeal rights
with respect to that AR. Contractors must also check the status of al debt
which has been referred to SSA for collection before recommending “write-off
—closed.” Where a debt referred to SSA for collection is approved for “write-
off — closed,” SSA must close/return its file before the “write-off — closed”
action is taken.

Debt which has been referred to the RO or another agency or entity such as the
Office of General Counsel or the Department of Justice and is still pending with
the RO or that agency or entity is not to be recommended by contractors or
approved by ROs for “write-oft — closed.”

Contractors may not recommend “write-off — closed” of less than the full

amount of an outstanding “debt.” For GHP-based AR where the demand was
issued to the employer, insurer, or third party administrator, GHP, or other plan
sponsor, the debt includes al of the claims in a demand to a debtor for a
particular beneficiary. For GHP DM recoveries, thiswould be all of the claims
associated with a particular mistaken payment and recovery.

Tracking System (MPaRTS) Report ID although a single cover letter might have
been issued for multiple beneficiaries Medicare reimbursed claims. For
duplicate primary payment recovery demands to a provider/supplier (including
physician), the debt includes all claimsin the recovery demand regardless of the
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number of beneficiaries involved. For liability, no-fault, or workers
compensation, the debt includes all claims in the recovery demand.

i.  Currently, some contractors are including MSP based provider/supplier
(including physician) AR and/or MSP baseé beneficiary AR in the same AR
system(s) as non-MSP AR. In connection with this, these contractors often
process such MSP AR for DCIA purposes and/or write-off purposes (both
‘write-off — closed” and “write-off — CNC”) under the same procedures as non-
MSP AR. Treating MSP based AR as non-MSP based AR (that is, using
non-M SP rules) must cease for all M SP based AR established on or after
theimplementation date of this PM. Effective with the implementation date
for this PM, contractors must: 1) track and report all new MSP based
provider/supplier (including physician) AR and MSP based beneficiary AR
separately from non-MSP AR, 2) report all such AR on Form HCFA-M751, and
3) follow the rules for M SP debt regarding referral for DCIA purposes, referral
to the RO, write-off (both “write-off — closed” and “write-off — CNC”), or any
other debt related activity. A separate PM will be issued to address any
corrective actions which HCFA determines are necessary with respect to
existing MSP based provider/supplier (including physician) AR and/or MSP
based beneficiary AR which are being tracked, reported, and/or processed as
non-MSP AR.

Theissueis the treatment of M SP based debt, not the system the debt is tracked
in. HCFA does not object to the inclusion of MSP based AR in the same system
as non-M SP based AR (for example, the POR/PSOR) as long as contractors: 1
can differentiate such MSP AR from non-M SP based AR; 2) report sucl
MSP based AR on their Form HCFA-M751; and 3) follow MSP rules for the
referral, transfer, or write-off of such debt. Therefore, any contractor which
currently tracks MSP beneficiary AR or MSP provider/supplier (including
physician) AR in the same system as non-MSP based AR, but already meets
these three conditions would not need to make any changes in this area.

If an MSP based AR is being carried on the contractor’s Form HCFA-751 but
not on its Form HCFA-M751, the contractor may not make use of the “write-off
—closed” criterialprocess set forth in this PM for that AR.

Where an AR mests the criteria for “write-off — closed” under more than one of the
reason codes, use a single code in the following order of priority: R1 first, followed
by R2, R3, and R4.

42 CFR 401.621 sets forth several bases for the termination of collection action on
debts. The criteria set forth in this PM for “write-off — closed” are based upon
HCFA'’s consideration of a combination of the bases set forth in this regulation rather
than any single basis. For example, contractors should not assume that the mention
of 6 years for a particular “write -off — closed” means that the basis for the write-off
is the statute of limitations. In some situations an AR could be written off as
“closed” as of 6 years from the original demand date solely based upon the statute
of limitations. In other situations this would not be true because the statute may have
been suspended for some period or started anew due to a particular event, but HCFA
may have still determined that “write-off — closed” is appropriate because of the
likelihood of recovery and/or the cost of recovery, age, or the application of some
other factor. Additionally, the fact that a particular beneficiary debt or level of
beneficiary debt may not be accepted by SSA for offset does not automaticaly justify
a“write-off — closed” action.
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5. This PM sets specific criteriafor “write-off — closed” recommendations which will
routinely be approved by HCFA. It is not intended to address every possible
situation where "write-oft — closed" action may be apBropriate. As noted in section
V., ROs and CO have “write-off — closed” authority beyond the criteria set forth in
this PM. Also, HCFA may add additional criteria or implement additional specific
“write-off — close” initiatives at a later date.

Data requirements and format for recommendations for “write-off — closed”:

1. AR recommended for “write-off - closed” require the submission of the following
information to the contractor’s RO M SP coordinator:

Contractor name and number.

Contractor mailing address. .

Contractor contact person/phone number/fax number/e-mail address.

Type of MSP Debt (GHP or non-GHP (this includes liability, no-fault, and

workers' compensation)).

Beneficiary Health Insurance Claim Number (HICN).

Beneficiary name.

Name of debtor.

Name of insurer for GHP based debts where the current debtor is the

insurer/employer/third party administrator/GHP/other plan sponsor.

- Type of debtor (A=insurer/employer/third party administrator/GHP/other plan
sponsor; B=provider/supplier(including physicians); C=beneficiary, D=other

must ?)_er;if%?).

- ate of initia recovery demand letter to current debtor.

- Origina AR amount for the current debtor.

- Existing AR amount (principal and interest listed separately, as well as atotal
amounteI fc;r principal plus interest; HI/SMI must also be listed and reported
Separately).

- Date of Yast payment, collection, recoupment, offset, or adjustment activity

rovide date or “none’) )

- asis for recommendation (R1, R2, R3, R4, or R5 — see sections 111.D.1. and 2).

- Tax ldentification Number (TIN) for debtor. (The TIN is the Employer

| dentification Number (EIN) or Social Security Number(SSN).

The debtor is the individual or entity to whom/which the last recovery demand was
issued. Where the demand was issued to an individua in their capacity as lega counsd
or representative of any type, the debtor is the benefici ar)é,dprovi der/supplier (including
physician), or other individual or entity being represented. Where recovery is being
pursued from the attorney or other representative in their own right, the debtor is the
attorney or other representative.

The above listed data elements are mandatory for “write-off —closed” for al MSP AR
established October 1, 2000, or later. It isaso mandatory for all MSP AR with arecovery
demand date of October 1, 2000, or later, regardless of when the AR was established (see
section VI.). Where the TIN is unavailable, the contractor’s write-off recommendation
should leave this field blank. For “write-off — closed” recommendations for AR
established prior to October 1, 2000, contractors may submit recommendations without
the following data elementsiif the “write-off — closed” recommendation certifies that these
data elements are not readily available: beneficiary name and HICN where the beneficiary
is not the debtor; insurer name where the insurer is not the debtor; and type of debtor.

If a contractor has bulk ARs on the GTE system for older DM and non-DM GHP debt, the
contractor -- for these AR only -- must: 1) identify the AR as abulk receivable on the GTE
system, 2) identify the insurer, 3) identify the date of the demand, and 4) identify the
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associated dollar amounts for principa and interest. Any contractors who created bulk
receivables for GHP based M SP debt using any system other than GTE must contact their
RO for assistance. The RO will, in turn, discuss the issue with CO.

2.

Subtotals for GHP based AR vs. non-GHP based AR (liability/no-fault/workers
compensation) are required, and within GHP or non-GHP the AR must be grouped
together by each different basis for the recommended “write-off — closed” action.

Each listing must contain a written certification that al of the criteria/considerations
set forth in this PM for “write-off - closed” are met. See section 111.E.5. below.

A copy of the case file must be submitted to the RO for “write-off — closed”
recommendations for al AR where the outstanding principal exceeds $100,000
except for bulk AR from the GTE system.

“Write-off - closed” recommendations should be submitted in the format shown in
the spreadsheet attached to this PM. (Thisformat contains the required contractor
certification.) Recommendations must be signed by the Vice President (VP) for
Medicare Operations. The VP's signature constitutes his/her certification to all
information/statements contained in the recommendation.

Write-Off Approval Process

1.

Changes should not be made to the AR on any systems (contractor systems or other
systems which contractors have responsibility for updating) for “write-off - closed”
until the recommendation for “write-off - closed” has been processed by HCFA,
apProved in writing, and returned to the contractor. The listing of ioproved write-
offs will be returned to the contractors by the ROs. Recelpt of this approval
authorizes the contractor to write off the AR, and update the AR and associated case
inall ar)p;g)riame systems. Where the RO does not approve a recommended “write-
?ff —closed” for a particular debt, the RO will annotate this clearly on the returned
orm.

HCFA approva of AR written off must be retained and be available upon request (for
the Office of the Inspector General or any other interna or external review
organization) in accordance with retention procedures in the Medicare Intermediary
and Carriers Manuals. Contractors are also reminded that under the Department of
Justice’s requested records freeze, all records must be retained indefinitely. This
HCFA approval must also be annotated by the contractor to indicate the date/quarter
when the contractor writes off the AR.

Financia reporting for MSP “write-off — closed” --- the following reporting should occur
for the write-off of debts by contractors:

1

Associated “interest” for write off -- Contractors should use the amount of interest
currently carried on Form HCFA 750/751 reports for a particular AR. If a
contractor’s system has not automatically updated interest, the contractor should not
calculate and update interest.

AR currently on Form HCFA 750/751 reports will be written off as“closed.” This
action may not be taken until the contractor receives written approval from the RO.
Contractors will record these write-offs as follows:

a  On Form HCFA-M751, the amount that HCFA has approved for write-off,
including principal and interest, will be recorded on line 6a bad debt. This will
reduce the ending balance reflected on Form HCFA-M751 (which flows to Form
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HCFA-750 and Form HCFA-751). HCFA recognizes that for those systems
where interest is updated automatically, the interest submitted with a
recommendation for “write-off closed” may differ from the interest shown in the
contractor’s system at the time the contractor receives approva for the write-off.
HCFA approva of the principal and interest recommended for “write-off -
closed” is sufficient support for the subsequent write-off, including any increase
in the interest, as long as the principa remains the same.

b. The correct ending balance (reduced by the written off debt) will be reported on
the appropriate line in the asset section of Form HCFA-750. Accordingly, the
bad debt expense in the expense portion of Form HCFA-750 should be increased
to reflect the value of the principal portion of the debt written off (line 6a of
Form HCFA-M751). A reduction in revenue on the bad debt line should be
req?trded fifn the revenue section of Form HCFA-750 for the value of the interest
written off.

c.  Show in the remarks section of Form HCFA-M751 each quarter the amounts
(principal and interest) that were written off as “closed” as a result of
implementation of this PM. (These remarks must be carried over to Form
HCFA-751.)

H. Contractor Mailing Instructions

1. Recommendations for the approval of “write-off — closed” should be sent to your RO
MSP coordinator electronically and by hard colpy no later than the 1st day of the
second month of each quarter (November 1st, February 1st, May 1st, August 1st).
Hard copies should be dated and mailed the same day as the e ectronic transmission.
The hard copy must be signed by the VP of Medicare Operations.

2. Include a preprinted address label with the hard copy for the return of approved
write-off reports.

I. The associated case file should be annotated to show that a particular AR was written off
as“closed” and the date/quarter of the write-off. Contractors must also perform all other
ap[})]ropriate actions in connection with closing acase. This includes updating MPaRTS
(where applicable, and using the standard MPaRTS codes for closed with no recovery or
partial recovery) and all other affected systems (POR/PSOR, or other standard or internal
contractor system where the case or debt has been recorded), as appropriate. No MPaRTS
update should be done at the time a DM AR is recommended for “write-off — closed.”
pdatei\ MPaRTS within 10 days of taking the approved “write-off — closed” action on a
particular AR.

J.If contractors have any debt meeting the criteria for “write-off — closed” which are on their
active records but are not being carried on Form HCFA 750/751 reports, such debt must
aso be submitted to the RO for “write-off — closed” approval on a separate
recommendation. (HCFA expects such debt to berare.) The format and all information
for this recommendation should be the same as the recommendation for debt being carried
on Form HCFA 750/751 reports, however, the recommendation report should
prominently state that it refers to debt which is not being carried on the contractor’ s Form
HCFA 750/751 reports. Additionally, because such debt is not being carried on Form
HCFA 750/751 reports, it would not be reported on line 6a, bad debt, on the Form HCFA-
M751.



IV. RO Responsibilities

A.

NOTE:

“Write-off — Closed”

ROs are responsible for approval or denial of all recommendations for “write-off —
closed” for MSP AR made based upon thecriteria set forth in section 111 of thisPM .

For any other MSP AR “write-off — closed” requests which do not meet the criteria set
forth in section 111 of this PM, ROs have approva authority within the limits of their
delegated Federa Claims Collection Act (FCCA) authority. (In addition to limitations on
the dollar amounts which ROs may approve, RO FCCA authority does not include third
party payer debt.) ROs must obtain CO approval for all other “write-off — closed”
recommendations, including debts of more than $100,000. CO will be responsible for any
necessary referrals to the Department of Justice.

RO approval must be by the ARA for Financial Management. ROs must complete their
review of contractors recommended write-offs and return their approval or denia of such
write-offs by the 1st of the last month of each quarter (December 1st, March 1<, June 1,
September 1st). ROs may return an electronic co%y annotated to show Z;c)joroval or denia
by the RO ARA for Financial Management in order to meet the required time frame for
approval, but this must be followed by a hard copy which was signed and dated by the
ARA for Financial Management, within the required time frame.

Where an RO does not approve a recommended “write-off — closed” for a particular AR,
the RO must annotate this clearly on the returned form. This information must be clearly
shown on both any advance electronic copy of the approval as well as the hard copy
signed by the ARA for Financial Management.

ROs must send copies of the signed RO approval or denial each quarter to CO to the
attention of: 1) Chief, MSP Operations Branch, Division of Financial Integrity, Office of
Financial Management; and 2) Chief, Financial Reporting and Oversight Branch, Division
of Accounting, Office of Financial Management.

As discussed in section 111.D.2.a.2) of this PM, contractors who identify additional
settlement related AR for the settlements addressed in PM AB-00-11 which do not meet
the criteria set forth in this PM must transfer this AR to the RO (line 6e of Form HCFA-
M751), after receiving formal acceptance of the transfer from the RO, using the reporting
format set forth in PM AB-00-11. ROs must include this debt on Form RM751. Form
RM751 must show the transfer in of this AR (on line 5b) and then must write-off the
amount of the AR as a bad debt (on line 68). The RO must disclose in the remarks section
of Form RM 751, the amount of any bad debt write-off which is related to the settlements
addressed in PM AB-00-11.

See section 111.D.2.i. regarding the current practice of some contractors of treating M SP
based provider/supplier (including physician) AR and/or M SP based beneficiary AR as
non-MSP AR. It is critical that ROs process such AR in the same manner that the
contractor is processing such AR. If an MSP based provider/supplier (including
physician) AR or an MSP based beneficiary AR is carried on the contractor’'s Form
HCFA-751 but not on the contractor’s Form HCFA-M 751, then the AR must be carried
on Form R751 but not on Form MSP R751 —that is, the reporting by the contractor and
the RO must be consistent with regard to whether an AR Is or is not included in Form
M751.
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Elimination of Automated/Systems “Write-off — Closed” Actions for MSP AR;
Reminder Regarding Zero “Backend Tolerance’ for MSP AR

Some contractor and/or standard systems include automated “write-off — closed” actions for
certain MSP AR based upon the outstanding amount of the AR (often referred to as a*backend
tolerance’), the age of the AR, or other criteria, without specific HCFA approval of the write-
off of individual AR. All such automated “write-off — closed” actions must cease as soon as
appropriate systems changes are made. Contractors are prohibited from performing any
manual write-off actions without specific approval for such actions and were previousy
reminded in the Fiscal Year 2001 Budget Performance Requirements that there is no “backend
tolerance” for MSP AR. MSP AR “write-off — closed” actions may take place only after
recommendation for “write-off — closed” is made to HCFA and written approval for such
write-off is received by the contractor. Reduction of the outstanding principal below a certain
amount does not automatically j ustif¥ a“write-off — closed” action nor does the age of an AR,
by itself, dways justify a “write-off — closed” action. Changes must be made to both the
standard systems and contractors systems, where necessary.

Any contractors currently performing such automated “write-off — closed” actions must track
all such future automated write-offs in sufficient detail to enable the contractor to take future
corrective action once HCFA issues instructions for corrective actions for these automated
“write-off — closed” actions.

NOTE: HCFA has not approved an automatic “write-off — closed” action, automated or otherwise,

V1.

for any type of AR (MSP or non-MSP AR). Systems changes will need to be made as
necessary to all affected systems. This issue will be addressed further for non-MSP AR
in aseparate PM.

Datefor Establishment of MSP AR —REMINDER

MSP AR must be established as of the date of the recovery demand letter or the payment
receipt date, whichever dateisearlier. Thisincludes unsolicited/voluntary refunds. In most
Instances, the contractor does not receive payment until a recovery demand letter is issued.
However, particularly in MSP liability situations, a contractor may receive payment (including
an unsolicited/voluntary refund) before a recovery demand letter is issued. Where this
happens, the AR should be established in an amount equal to the amount of payment until
further development/research is completed. Once the development/research is complete, the
contractor may need to do an adjustment and refund of any excess payment or an adjustment
to increase the amount of the AR with an accompanying demand letter explaining why the
payment was insufficient, depending upon the results of the development/research.

Thisis not anew requirement. Contractors have never had permission to delay establishment
of an AR until payment is received where a recovery demand has already been issued. The
fact that standard systems users may need to manually calculate the AR at the time the demand
isissued is not a basis for delay in establishment of the AR (the amount of the AR needs to be
calculated in order for the demand to be issued, regardiess of when the AR is established).
Remember that the contractor with responsibility for issuing the recovery demand letter in a
liability, no-fault, or workers compensation case is the contractor with the responsibility for
establishing the AR. Any contractor whose practice has been to delay establishment ot the
AR until payment is received must take corrective action with respect to all situations
where a demand has been issued and full payment has not been received.

VII. Miscellaneous QuestiongAnswer s

Q1. Do the“write-off —closed” criteria apply when the alleged defense is timely filing?
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Y es, the criteriain this PM apply regardless of the alleged defense. Where there
isavalid documented defense, contractors will continue to adjust the AR amount
on line 5 of Form HCFA-M751. Where an aleged defense is unsubstantiated or
undocumented, contractors may recommend “write-off — closed” when the debt
meets the criteria set forth in this PM.

Will HCFA provide verification that liability/no-fault/workers compensation AR are
truly intended to be included in this PM?’

The wording of the PM is explicit on this point. Although certain portions of the PM
contain %)ecmc references to MSP GHP based AR, the PM affects al types of MSP
based AR. For example, section I11.D.1.a. references “dl MSP AR” and states. “All
MSP AR’ means dl, without regard to whether the debt is GHP based or liability/no-
fault/workers' compensation based and without regard to the type of debtor
(employer, insurer, beneficiary, provider/supplier, etg%

Section 111.D.1.a. references “all MSP AR” and includes a time frame of 6 years 3
months old while section 111.D.1.b. references “individual MSP based provider
provider/supplier (including physician) AR and MSP based beneficiary AR” and
Includes atime frame of 2 years. Isn't this contradictory?

No. Asexplained inthe PM, “al MSP AR” means all without regard to whether the
debt is GHP based or liability/no-fault/workers compensation based and without
regard to the type of debtor (employer, insurer, beneficiary, provider/supplier, etc.).
The criteriaiin section 111.D.1.b. provide the possibility of an earlier “write-off —
closed” action for certain M SP based provider/supplier (including physician) AR and
MSP based beneficiary AR.

Are al provider/supplier (including physician) and beneficiary debts that have an
M SP reason code to be included in this PM?

Y es, however, see section 111.D.2.i. If acontractor has M SP based provider/supplier
(including physicians) AR or MSP based beneficiary AR which are being reported
on Form HCFA-751 but not on Form HCFA-M751, such AR are not subject to the
“write-off — closed” criteriain this PM.

We are havi n? difficulty distinguishing the different reason codes (R1, R2, R3, or R4)
for “write-off — closed.” Can HCFA furnish further clarification? Will HCFA
Ir.__){ovi.de examples for the various reasons/reason codes for “write-off — closed”.

ovide some examples of the demand dates that would be involved in the
recommendations submitted to the RO.

R1, R2, and R3 apply to al MSP AR and all require that the AR for the current
debtor be 6 years 3 months old from some particular event. This means that where
arecovery demand was first issued to an insurer but then later issued to an employer,
the 6 year 3 month period runs from the date of the demand to the employer. R1 has
no dollar limit but requires no payment or acknowledgment of the debt. R2 addresses
those situations where there has been some payment or acknowledgment. R3 has a
dollar limit but could have had activity as recently as 12 months and 1 day as long
as the dollar limit is met and the initial demand to the current debtor is at least 6
years 3 months old. R4 provides the possibility for an earlier than 6 year 3 month
“write-off — closed” action but only for MSP based provider/supplier (including
physician) and/or beneficiary AR.

Some additional examples:
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A demand for $20,000 was sent to the insurer in January 1993 and then
subsequently sent to the employer in January 1995. The 6 years 3 months for
R1, assuming there has been no payment or acknowledgment of the debt, would
run from January 1995. The employer is the current debtor for purposes of
th:?e c&iteria_ Note the requirement/reference to the "current debtor” in R1, R2,
R3, and R4.

A demand for $40,000 was sent to the insurer in January 1993. Theinsurer paid
$35,000 within 60 days. A subsequent demand was sent to the employer in June
1993. The employer paid $2,000 in June 1993, with no further communications
after that payment. Assuming the additional considerations in section
[11.D.2.are met, recommend “write-off — closed” based upon R2. (The current
debtor isthe employer. R1 is not applicable because there was partia payment
by the gn)pl oyer. R3isnot applicable because of the amount of the outstanding
principal.

A demand for $30,000 is sent to an employer in January 1995. Payment of
$34,000 was made in February 1996. Assume that interest of $4,500 had accrued
as of the payment receipt date. The $34,000 payment should have been applied
to interest first, leaving an outstanding balance for principal owed of $500.
Assume no_further pza/men_t, collection, recoupment, offset, or adjustment
activity. This AR would qualify for R3 in April 2001 (6 years 3 months from the
date of the demand; outstanding principal of less than %/600; no activity for 12
months) and could be included in the contractor's recommendation for "write-off
-- closed" in the recommendations due to the RO on August 1, 2001 (the criteria
must be met as of the quarter preceding the quarter in which the list is submitted).

A demand for $12,000 was sent to a beneficiary in January 1997. Assume that
at the time a payment of $12,000 was made in April 1997, $300 in interest had
accrued. The $12,000 payment should have been credited to interest first,
leaving an outstanding balance for principal owed of $300. Assuming that the
additional considerations in section 111.D.2. are met and that there has been no
payment, recoupment, offset, or adjustment activity for the last 12 months, this
AR would meet the criteriafor R4. 1f we assume the same facts except that the
demand was sent to the insurer, the criteriafor R4 are not met because R4 applies
only to provider/supplier (including physician) or beneficiary AR.

Examples of demand dates involved in “write-off closed” recommendations submitted to an RO on

May 1, 2001

The applicable age of debt criteria must have been met by March 31, 2001,
(that is, as of the last day of the quarter prior to the quarter in which the “write-
Iolflf D_Z% c))sed" recommendation is submitted for RO approval -- section

For R1 or R3, the date of the initial demand to the current debtor would have
to be December 31, 1994 or earlier.

For R2, the date of the last pa[v1ment or acknowledgement by or on behalf of the
current debtor would have to have been December 31, 1994, or earlier. An AR
with a demand to the current debtor in, for example, January 1992 and a
payment of any amount in January 1995 would not qualify under R2 even if
there had been no further payment or acknowledgement.

For R4, the AR could have been established no later than March 31, 1999.
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See section 111.D.1.a. and b. We interpret this to mean that AR that qualifies for
write-off under R3 also qualifies under R4. Also, it is correct that after the initial

\I/szl "geoff effort there should be no more R3’s because they should be caught under

The assumptions in these questions would not be true for al established AR. Reason
code R3 applies to al AR while R4 is limited to provider/supplier (including
physician) and beneficiary AR. Generaly there will be no R3's for provider/supplier
(including physician) or beneficiary AR after the initial write-off effort. However,
it 1s possible that a particular provider/supplier (including physician) or beneficiary
AR would not meet the dollar amount and/or “lack of activity” criteria under R4 until
it was old enough that the AR qualified under both R3 and R4.

Does this instruction supercede any RO instructions to recoup from SSA benefits?
No.

If a contractor has requested approval for RO transfer of an MSP based
provider/supplier (including physician) AR and has not yet received approval, can
such AR be included as part of the “write-off — closed” process in this PM?

This depends upon how the contractor is currently treating the AR. If the AR is being
carried on the contractor’s Form HCFA-M751, the contractor should treat it under
the criteria set forth in this PM and advise the RO that the AR is being removed from
the list awaiting approval of RO transfer. If the AR is bel nﬂ carried on the
contractor’ s Form HCFA-751 but not on its Form HCFA-M751, the contractor may
not make use of the “write-off — closed” criteria/process set forth in this PM.

Should MSP based provider/supplier (including physician) AR and MSP based
beneficiary AR be transferred to the RO MSP coordinator or may contractors
continue to transfer these debts to the RO overpayment areas?

With very limited exceptions, MSP AR are not transferred to the ROs; MSP AR are
referred for RO assistance (and, therefore, remain on the contractors Form HCFA
750/751 reports). Contractors which have been treati n%M SP based provider/supplier
(including physician) and/or M SP based beneficiary AR as non-MSP AR must cease
this practice. See section I11.D.2.i.

Are contractors to continue reporting identified M SP provider/supplier (including
physician) and beneficiary AR on the PSOR/POR?

See section V. As explained in that section, the issue is how the AR is treated and
whether or not the contractor can differentiate the MSP AR from the non-MSP AR,
not the specific system the AR is tracked in.

What should a contractor do if its system is missiq? one or more of the required data
elements for recommending “write-off — closed””

The contractor should notify its RO MSP coordinator of the specific data element(s)
it canbnot_ identify and why. The RO will work with CO on this issue on a case by
case basis.

Section I11.C. states that an?/ of the ARs that fall into appropriate categories for
“write-off — closed” will no longer be reported on Form HCFA 750/751 reports and
will be posted on line 6a as bad debts. Do contractors remove the AR immediately
or after it has been approved by the RO for “write-off — closed”?
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See section 111.G.2. This section specifically states that the “write-off — closed”
action may not be taken until the contractor receives written approval from the RO.

Looking at the debtor codes (see section 111.E.1), what code does HCFA expect to see
used In no-fault and/or liability cases? If the debtor is the
attorney/beneficiary/liability carrier, do we list them all or pick one code? If we are
to pick one code, is there a priority?

See the first “NOTE” in section 111.E.1. Look at exactly who the debtor is. The
debtor would not be “attorney/beneficiary/liability carrier.” The debtor in aliability
case would be one of these three, usually the beneficiary or the liability carrier.
Remember that where a demand is issued to an individual in their capacity as legal
counsel or representative of any tyJ_Je, the debtor is the beneficiary, provider/supplier
(including physician), or other individual or entity being represented.

What if the contractor cannot meet the deadline for the hard copy submission of
recommended “write-off — closed” because their VP for Medicare Operationsisin
another city or physical location?

HCFA does not agree that this type of situation would prevent a contractor from
meeting the necessary deadline. APproprlaIe arrangements should be made. For
example, the VP location could mail the hard copy and transmit the electronic copy
to the RO on the day the VP signsit.

Does section V.’s reminder regarding a zero “backend tolerance” for MSP AR
include liability/no-fault/workers compensation AR?

Yes.

If payment is received by a contractor prior to the issuance of a demand, why must
the amount received be established as an AR?

Thisis necessary for aproper audit trail/to meet standard accounting practices. Debit
and credit activity must balance.

What happens if the RO does not agree to a recommended write-off?

CO’s eprectation is that ROs will be able to approve virtually all recommended
write-off recommendations which are based upon the criteria set forth in this PM.
The most likely reason for disapproval is a contractor miscalculation of a particular
time period or new RO information that a particular entity is involved in litigation
or negotiations, etc. If the reason for the disapproval is not readily apparent, the
contractor should request an explanation from the RO.

For provider/supplier (includin er/sician) DM originated debts, contractors are
required to update the (MPaRTS). Are they aso required to update the POR/PSOR
for beneficiary/provider/supplier debts?

Contractors are required to update all affected systems in connection with the debt
activities addressed in this PM. If the contractor uses the POR/PSOR for tracking
beneficiary or provider/supplier (including physician) AR, appropriate updates must
be performed. If the contractor uses an internal system or a spreadsheet, appropriate
updates must also be performed.
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Funding:

HCFA will fund approved changes to contractors non-standard systems. Supplemental Budget
Recwests (SBRs) gboth systems related and non-systems related) should be submitted within 45 days
of the issuance of this PM. Any SBRs must clearly differentiate between requested funding for
systems changes and non-systems funding. Justification for systems changes and non-systems
changes must differentiate between costs for the elimination of automated “write-off — closed”
actions and changes to implement the other requirements of this PM. Justifications for non-systems
funding must clearly explain exactly what effort will be required and why it justifies additional
funding. (For example, actions to update MPaRTS in connection with closing an AR are part of
standard processes and consequently are aready included in current funding.) (Changes to
contractors standard systems are scheduled for the July 2001 release.)

Effective date and implementation:

This PM is effective immediately, and is to be implemented on an ongoing basis. Contractors should
implement the PM without systems changes, to the extent possible. Contractors must implement all
aspects of the PM which do not require systems changes within 30 days of issuance of the PM.

Contractors must implement the requirement to cease processing newly established MSP as non-
MSP AR within 30 days of this issuance of this PM. This requirement is mandatory for al
contractors even where this means manual tracking while awaiting systems changes for this
requirement.

Contractors must begin implementing al other requirements of the PM within 30 da%/s of the
completion date of requested systems changes which are approved or within 45 days of the denial
of systems changes if HCFA determines that certain requested changes are not warranted.

Contractors are to identify and recommend for “write-off — closed” 100% of their M SP debt meeting
all criteriafor reasons R1, R2, and R3 by the recommendation due date for the quarter following the
quarter they begin implementation of this aspect of the PM. Contractors are to identify and
recommend for “write-off — closed,” 100% of their M SP debt meeting al criteria for reason R4 by
the recommendation due date for the second quarter following the quarter they begin implementation
of this aspect of the PM. Thereafter, contractors will make “write-off — closed” recommendations
each quarter as additional AR meet the criteriafor “write-off — closed.”

Contractors will transfer settlement related GHP AR which do not met the criteria for “write-off —
c(ljosecfl” e(lender R1, R2, R3, or R4 each quarter, after RO acceptance is received, as such AR are
identified.

Contractors should already be establishing MSP AR as of the date of the recovery demand letter or
the payment receipt date (Including unsolicited/voluntary refunds), whichever is earlier. Contractors
must be in compliance with this requirement effective with the date of issuance of this PM. Any
contractor whose practice has been to delay establishment of the AR until payment is received must
take corrective action with respect to all stuations where a demand has been 1ssued and full payment
gﬁns not been received. Corrective action must be completed within 90 days of the issuance of this

Contractors were aready reminded in the Fiscal Y ear 2001 Budget Performance Requirements that
there is no backend tolerance for MSP AR which authorizes “write-off — closed” when an
outstanding debt falls below a certain amount. Consequently, no contractor should currently be
employing such atolerance unless it is because they have not yet had changes made to an automated
systems tolerance. Systems changes to eliminate automated MSP “write-off — closed” actions
without specific HCFA approval, whether based upon the outstanding amount of the AR, the age
of the AR, or some other criteria, will be implemented on a systems by system basis as such changes
are completed. Until such systems changes are made, any contractor which currently utilizes an
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automated “write-off — closed” action must track al such future automated write-offs in sufficient
detail to enable to the contractor to take future corrective action once HCFA issues instructions for
corrective actions for these automated “write-off — closed” actions. Such tracking is required even
if it must be done manually.

This Program Memorandum may be discarded on July 1, 2002.

If there are any questions, contractor s should contact their RO M SP coordinator. ROs should
contact Barbara Wright at bwright@hcfa.qov.
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Contractor Contact Person/Phone/Fax/E-mail Address:
Contractor Mailing Address:
Bendici Debt Dgteoflglttlal AR?Angmaltf outstandi outstandi Og;_star_]dglng Outstanding Pr'TOt'alaI Dgteof L?st R((:aguaon (T;IN oft
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II\D/Igb? yp Baance Balance (SM1) Balance Interest Recoupment,
(H) (H) (SMI) or Adjustment
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Vice President of Medicare Operations. (signature required) (Signature constitutes certification that all HCFA specified criteriafor “write-

off closed” are met.)

Associate Regional Administrator/Division of Financial Management: (signature required)

Date of Referra to RO :
Date of RO decision:
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